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Request for Clarification: Chevron Corporation 
Section 25137 Petition 

 
 
At the meeting of the Franchise Tax Board on June 27, 2001, the members considered a Section 
25137 petition from Chevron, Inc. to provide so-called "factor relief" with respect to dividends 
received from certain 50-percent owned corporations.  At the conclusion of the hearing, the 
Board adopted a motion to adjust Chevron's apportionment formula so as to "include 50 percent 
of the Caltex factors to better reflect Chevron's business in California."   During discussions 
preceding the adoption of this motion, a number of alternative computations which would  
provide 50-percent factor relief were discussed.  The motion the Board adopted did not specify 
which of the alternatives discussed should be employed in according relief under Section 25137. 
 
In this request, staff asks the Board to resolve this ambiguity in a manner consistent with general 
unitary principles.  Those principles require entities whose factors are utilized to apportion 
income to also include their entire pre-tax income, not just dividends, in the apportionment base.    
Staff's request, authored by Chief Counsel Brian W. Toman, is contained in an August 15, 2001 
Memorandum to the Board which is attached.  Also attached is Chevron's September 13, 2001 
response.  In its response, Chevron has ignored the number of alternatives that were in play and 
has characterized staff's request, sometimes in rather colorful terms, simply as reargument of 
Chevron's original petition.  
 
Staff continues to recommend that there be no reduction in Chevron's tax liabilities beyond the 
amounts contained in the department's assessments because these assessments already reflect 
lower tax liabilities than would be the case if 50-percent factor relief were provided, coupled 
with full inclusion of pre-tax income as required under unitary tax principles.  (Column 2 of the 
schedule accompanying staff's request.)  Nevertheless, staff is fully cognizant of the fact that the 
Board did not adopt staff's recommendation and apparently intended to grant Chevron additional 
relief.  Thus staff urges that the relief granted at least recognize the income/dividend distinction.  
(Column 4 of the schedule accompanying staff's request.)  The alternative proposed by Chevron 
in Exhibit 45 of its petition (Column 5 of the schedule accompanying staff's request.) gives 
absolutely no recognition to this distinction, which is a basic principle of unitary law.  (See, e.g., 
Cal. Code Regs., tit. 18, §§ 24345, subd. (b); 25106.5, subd. (c)(1)) 
 
Staff also wishes to again underscore the magnitude of the potential legal and financial impact of 
the Board's decision to grant relief here.  These circumstances are not unique.  At a minimum, 
the operations of the other major oil companies must also be considered.  Virtually all of these  
companies now represent they have operations very similar to Chevron's Caltex operations.  
Petitions from these companies can be anticipated and they will be extremely difficult to 
distinguish on a factual basis from Chevron's petition here.  Subsequent to the issuance of the 
Chief Counsel memorandum, staff has estimated the financial impact if these oil companies 
alone were to be granted relief utilizing Chevron's 50-percent methodology.  Even without the 
data from two major oil companies (for which the figures were not readily available), the 
revenue impact would be approximately $24.8 million in tax for all open years over and above 
the $20.6 million Chevron itself will receive for post-petition years through 2000.  With interest, 
the total revenue impact could well exceed $90 million. 


















